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House  Resolution  7  3  calls,  first,  for  determining  the  impact- 
-economic  and  social — of  "major  industrial  and  commercial 
development. .. "particularly  in  rural  areas.   Then  it  asks  us 
to  find  ways  in  which  rural  "counties,  school  districts  and 
communities"  can  be  helped  to  meet  the  needs  for  increases 
in  "governmental  services" — police  and  fire  protection, 
schools,  traffic  and  parking  facilities,  law  enforcement 
services,  social  services,  etc.   Next  it  calls  on  us  to 
consider  ways  in  which  the  development  (or  the  developer) 
responsible  for  the  increased  costs  can  be  made  to  pay  a 
bigger  share  of  them  than  he  would  at  this  time.   Lastly,  we 
are  asked  to  consider  how  the  tax  structure  could  be  used  to 
help  these  governmental  units  pay  for  the  new  costs  of 
services. 

In  the  first  place,  since  the  emphasis  is  on  rural  and 
presumably  smaller  communities  and  since  major  commercial 
developments  don't  ordinarily  pick  sparsely  populated  areas 
in  which  to  locate,  it  seems  logical  to  concentrate  on 
manufacturing  and  processing  developments  which  are  prob- 
ably, but  not  necessarily,  based  on  raw  materials  and  the 
use  of  resources. 

A  preliminary  investigation  of  the  problems  suggested  by 
this  Resolution  leads  rather  quickly  to  the  conclusion  that 
the  assignment  posed  by  the  legislature  is  extremely  complex 
and  will  not  yield  any  easy  solutions,  or  indeed  any  work- 
able solutions  at  all,  without  considerably  more  study. 
Three  major  examples  of  approaches  to  prefinancing  of  local 
government  services  will  illustrate  the  point.   The  first  of 
these  is  some  form  of  prepayment  of  local  property  taxes  by 
the  company  "causing"  the  impact.   A  second  approach  is 
easing  the  limitations  on  local  governments  to  raise  funds 
by  issuing  bonds;  and  a  third  the  establishment  in  advance 
of  a  state-administered  fund  available  to  local  government 
entities  which  are  subject  to  the  unusual  industrial  impact. 

I.   Prepayment  of  local  property  taxes. 

1.    Filing  Impact  Statement. 

The  first  consideration  in  the  prepayment  process  will 
probably  be  the  filing  of  an  economic  impact  statement, 
presumably  by  the  firm  wishing  to  build.   An  economic  impact 
statement  is  necessary  to  provide  the  information  upon  which 
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an  estimate  of  the  nature  and  amount  of  service  which  the 
prepayment  would  finance.   This  step  would  be  in  the  form 
of  an  application  for  a  permit  to  build,  somewhat  along  the 
lines  of  the  Utility  Siting  Act  permit  application  procedure. 
Filing  of  the  impact  statement  could  constitute  such  an 
application.   Several  questions  then  arise  regarding  the  fil- 
ing procedure. 

a.    One  of  the  most  difficult  concerns  who  must  file. 
Clearly  not  every  business  location  decision  can  be  moni- 
tored by  the  state,  but  only  those  which  can  be  expected  to 
create  "significant  impact,"  which  would  have  to  be  defined 
in  the  new  law.   Section  75-7104  R.C.M.  1947  defines  signifi- 
cant impact  for  relaxation  on  bonding  restrictions  on  school 
districts,  for  example,  to  be  a  20%  increase  in  A.N.B. 
(average  number  belonging)  in  one  year.   For  prepayment 
purposes  other  definitions  of  significant  impact  might  work 
better.   Relative  changes  in  population,  property  tax  base, 
labor  force  or  personal  income  in  the  local  government  unit 
in  which  the  development  takes  place  might  be  possibilities. 
Population  figures  for  smaller  units  are  reported  only  once 
every  ten  years,  and  in  the  case  of  counties  estimates  are 
made  annually.   Employment  figures  are  more  current,  but 
they  are  reported  by  labor  market  area  rather  than  by  county. 
County  employment  is  reported  (eventually)  on  an  annual 
basis  and  is  received  in  the  state  through  the  Regional 
Economic  Information  System  file,  but  there  is  a  two-year 
lag  in  the  reporting  of  these  data.   Income  and  earnings  are 
similarly  reported,  but  also  with  a  two-year  lag.   For  areas 
smaller  than  the  county,  however,  neither  population,  income 
nor  employment  are  regularly  reported. 

b.  The  second  question  that  has  to  be  answered  is 
what  kind  of  information  should  be  required  on  an  impact 
statement.   A  preliminary  list  of  items  would  at  least 
include  the  number  of  employees  needed — both  for  construc- 
tion and  for  permanent  plant  operation — the  length  of 
construction  activity  and  the  life  of  the  plant,  estimated 
capital  value  of  the  completed  plant,  and  construction 
costs.   Other  important  items  are  employees'  wage  scales; 
the  expected  source  of  labor;  land  needs,  land  value  and 
location;  expected  derivative  or  support  employment;  and 
market  information — who  will  purchase  the  output,  where,  the 
nature  of  contracts  (short  or  long-term  and  provisions) ,  and 
supply  of  input  (raw  materials,  equipment,  etc.). 

c.  A  third  question  involved  is  how  the  filing  should 
be  timed,  because  in  fact  the  timing  of  each  step  in  the 
prepayment  process  is  critical.   In  order  for  a  prepayment 
scheme,  for  example,  to  mesh  with  the  Utility  Siting  Act, 
filing  of  the  impact  statement  should  occur  at  least  two 
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years  before  the  start  of  construction.   Time  is  needed  for 
the  state  to  review  the  impact  statement  and  plan  for  the 
provision  of  local  services  with  some  lead  time,  which  may 
mean  a  filing  time  more  than  two  years  in  advance  of  planned 
plant  construction.   There  would  have  to  be  a  mechanism  to 
compel  companies  covered  under  the  prepayment  law  to  comply 
with  its  provisions.   The  penalty  for  negligence  or  non- 
compliance would  have  to  be  more  costly  than  the  cost  of 
prepayment.   (Incidentally,  with  a  proper  amortization 
will  be  discussed  later.)   The  fine  imposed  for  non-compli- 
ance with  the  Utility  Siting  Act  is  $10,000  per  day  follow- 
ing the  commencement  of  construction. 

d.  The  next  step  in  the  prepayment  process  would  be 
impact  statement  review.   The  statement  must  be  filed  with 
an  agency  which  has  authority  and  competence  to  analyze  it, 
judge  it  as  to  its  completeness  and  accuracy,  and  use  it  to 
make  the  social  and  economic  projections  which  would  indi- 
cate the  specific  needs  for  government  services  in  the 
impact  area.   The  review  process  would  certainly  involve 
extensive  consultation  with  local  officials  and  examination 
of  the  local  fiscal  situation,  i.e.  level,  quality  and 
extent  of  the  provision  of  services,  size  and  nature  of  the 
tax  base,  and  bonded  indebtedness.   It  would  also  involve  an 
economic  study  of  the  affected  area  to  determine  the  level 
of  employment  and  unemployment,  income,  type  of  industry, 
etc.  since  these  things  affect  the  demand  for  government 
services  and  the  ability  of  the  community  to  pay  for  them. 
The  review  process  could  take  as  long  as  a  year,  and  might 
require  the  temporary  services  of  a  highly  trained  economic 
impact  specialist  by  whichever  agency  of  the  government 
reviewed  the  statement  in  order  to  conduct  such  studies. 

e.  Following  review  of  the  impact  statement,  perhaps 
the  most  critical  step  in  the  process  is  the  determination 
of  the  appropriate  "prepayment  fee."   There  is  a  possibility 
that  some  formula  could  be  developed  based  on  a  compre- 
hensive research  study  to  determine  the  usual  relationship 
between  likely  or  typical  prepayment  costs  and  plant  invest- 
ment costs,  or  some  other  appropriate  variables  based  upon 
the  record  in  Montana.   This  might  lack  flexibility,  how- 
ever, and  might  cause  difficulties  in  some  specific  instances. 

f.  The  assumption  so  far  has  been  that  the  economic 
impact  statement  which  triggers  the  process  of  determining 
eligibility  and  the  amount  of  prepayment  would  be  prepared 
by  the  firm  responsible  for  what  we  have  been  calling  impact. 
It  is  quite  possible  however,  that  communities  which  feel 
they  have  experienced  or  would  experience  an  impact  from  a 
given  development  might  want  to  submit  an  impact  statement 
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of  their  own  and  thus  claim  eligibility  for  part  of  the 
"front-end  money."   Provision  would  also  probably  have  to  be 
made  for  appeals  and  hearings  which  would  have  the  inevit- 
able effect  of  lengthening  the  period  between  the  time  a 
developer  presented  his  application  for  a  permit  to  build, 
and  the  time  when  construction  could  actually  start.   The 
question  naturally  arises  whether  the  process  of  protecting 
rural  communities  against  the  undesirable  effects  of  sudden 
expansion  and  industrial  development  might  actually  have  the 
effect  of  discouraging  and  driving  away  potentially  desir- 
able developments--thus  killing  the  goose  that  lays  the 
golden  egg. 

2.    Public  Services  Paid  for  by  Prepayment. 

Another  question  which  would  have  to  be  dealt  with  in 
the  legislation  would  be  the  kind  of  services  it  is  reason- 
able to  expect  prepayment  to  buy.   At  a  minimum,  prepayment 
ought  to  finance  construction  impact  services.   These  would 
include  temporary  school  facilities  (modular  buildings, 
additional  teachers,  supplies,  etc.)  road  maintenance, 
temporary  increases  in  law  enforcement  staff  and  equipment, 
temporary  public  health  and  welfare  assistance.   In  addi- 
tion, some  early  financing  of  permanent  impact  services  might 
be  desirable.   An  adequate  water  supply,  sewers,  roads  and 
parklands  might  be  financed  partially  under  prepayment.   A 
well  planned  community  would  require  that  these  things  at 
least  be  on  the  drawing  board  well  before  construction 
starts.   Consideration  should  be  given  also  to  who  might 
provide  housing  for  temporary  public  employees  if  housing  is 
tight  in  the  impacted  areas.   Should  this  be  handled  by 
prepayment  or  should  the  firm  involved  be  required  to  supply 
dormitory  space  for  such  employees  in  addition  to  that 
provided  for  its  own  work-force? 

The  determination  of  the  kinds  of  services  to  be  provided  by 
prepayment  is  a  policy  decision.   The  agency  review  would 
indicate  needs  but  it  would  not  determine  the  scale  of 
priorities  in  meeting  those  indicated  needs.   The  state 
could  restrict  a  scope  of  prepayment  to  cover  only  temporary 
impact  or  it  could  allow  the  local  governments  more  latitude 
in  providing  for  some  of  the  permanent  impact.   The  state 
would  undoubtedly  have  to  put  a  ceiling  on  the  amount  of  the 
prepayment  fee  in  this  case.   One  year's  property  tax  under 
the  current  mill  levy  applied  to  the  prospective  value  of 
the  plant  at  the  regular  classification,  for  example,  might 
be  appropriate. 
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3.  Determination  of  Prepayment  Basis  and  Amount. 

Once  the  decision  is  made  as  what  services  can  be  paid 
for  under  this  scheme,  then  the  fee  can  be  set  in  accordance 
with  the  most  up-todate  cost  estimates  of  providing  the 
services.   (Presumably  this  would  be  the  present  worth  of 
taxes  due  at  a  later  date,  discounted  at  a  suitable  interest 
rate.)   The  decision  would  have  to  be  made  first,  however, 
whether  the  cost  of  planning  for  the  required  services  which 
are  regarded  as  legitimate  will  be  included.   As  will  be 
discussed  later,  the  local  governments  would  have  less 
incentive  to  inflate  the  cost  estimates  than  might  be 
feared,  since  prepayment  would  be  paid  for  by  a  reduction  in 
the  company's  taxes  due  at  some  later  period.   Also,  there 
could  or  should  be  a  ceiling  on  the  amount  of  the  prepayment 
fee.   Consequently  though,  local  government  units  should  be 
able  to  budget  for  prepaid  services  and  the  state  would  not 
have  to  become  involved. 

4.  Collection  Method. 

The  next  step  in  the  prepayment  process  would  entail 
collection  of  the  prepayment  fee  and  its  investment  in  an 
interest-bearing  security  by  the  state.  If  permission  to 
build  is  denied  under  the  Utility  Siting 

Act  or  a  similar  one,  the  company  would  have  to  receive  the 
full  amount  of  fee  with  interest.   If  permission  is  granted, 
the  fee  should  be  made  available  to  local  government  units 
enough  in  advance  of  the  beginning  of  plant  construction  to 
prepare  them  for  the  prospective  increase  in  population.   In 
the  case  of  industries  subject  to  the  Utility  Siting  Act,  it 
must  be  recognized  that  this  procedure  would  push  back  still 
farther  the  construction  schedule  for  the  plant.   The  ques- 
tion of  authorizing  the  state  to  regulate  the  siting  of 
industries  in  addition  to  those  covered  by  the  Utility 
Siting  Act  is  another  issue. 

5.  Who  is  Reimbursed? 

Prepayment  of  taxes  might  be  expected  to  affect  rela- 
tive tax  burdens  and  local  government  finances  signifi- 
cantly; but  it  does  not  have  to.   Depending  on  one's  view 
about  the  equity  of  the  present  situation  where  a  temporary 
impact  cost  from  large-scale  industrial  development  are 
borne  by  the  local  residents  of  the  impact  area,  one  could 
write  a  program  to  reimburse  the  prepayment  company  for  none 
of  its  prepayment,  or  some  of  it  by  forgiving  future  taxes, 
or  the  entire  amount.   Since  we  have  no  prepayment  now,  full 
reimbursement  or  prepaid  taxes  with  interest  would  not  alter 
the  present  distribution  of  property  tax  burdens  (except 
insofar  as  any  limitation  on  interest  rates  which  local 
governments  can  pay  would  prevent  a  company  from  achieving  a 
high  rate  of  return  on  money  which  is  in  effect  loaned  to 
local  governments) . 
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There  is  some  reason  to  think  that  reimbursement  should  not 
be  allowed  for  taxes  prepaid  for  provision  of  temporary 
impact  monies.   As  things  now  exist,  temporary  strains  on 
local  government  services  are  borne  by  local  residents.   The 
transient  nature  of  the  construction  phase  workforce  allows 
the  construction  workers  to  escape  much  of  the  property  tax 
burden.   It  may  be  reasonable  for  the  company  to  prepay 
taxes  for  temporary  impact  which  will  not  be  reimbursed. 
This  would  force  the  company  to  pay  for  the  services  that 
the  construction  workers  receive  but  do  not  pay  for. 

If  the  company  prepays  taxes  to  finance  impact  of  a  more 
permanent  nature  such  as  for  sewers,  road  construction, 
water  supply,  etc.  then  reimbursement  of  some  or  all  of  the 
fee  is  undoubtedly  in  order.   If  no  reimbursement  is  provid- 
ed for  prepaid  taxes  of  this  type,  then  local  residents  who 
will  benefit  from  the  services  provided  will  not  have  to  pay 
for  them.   If  reimbursement  is  made  in  the  form  of  a  credit 
for  subsequent  taxes,  the  local  mill  levies  can  be  expected 
to  rise  a  certain  amount  and  local  residents  will  pay  for  a 
share  of  those  services.   In  any  case,  the  size  of  the 
reimbursement  credit  will  depend  upon  people's  opinions 
about  the  fairness  of  current  relative  property  tax  burdens. 
Along  with  the  consideration  of  which  governmental  units  are 
whether  and  how  their  utilization  of  the  funds  is  to  be 
monitored  or  audited. 

6.    Effect  on  the  Company. 

Another  consideration  is  the  way  in  which  prepayment 
might  affect  the  company  causing  the  impact  to  the  economy 
of  a  rural  area.   Obviously,  the  company  would  have  to 
include  prepayment  in  its  initial  financing  along  with  such 
things  as  purchase  of  land  and  costs  of  construction.   Even 
if  prepayment  is  more  than  a  minor  portion  of  total  invest- 
ment costs  (and  this  seems  unlikely)  its  cost  will  be  paid 
for  just  like  all  other  investment  costs  out  of  revenue  from 
consumers  or  out  of  the  stockholders'  capital.   This  need 
not  necessarily  be  viewed  as  an  uneconomic  or  inequitable 
situation  since  taxes  are  a  legitimate  cost  of  doing  busi- 
ness.  Taxes  paid  by  companies  are  always  borne  by  con- 
sumers, stockholders  or  the  factors  of  production.   Prepay- 
ment would  merely  shift  the  timing  of  taxes  due,  or  in  the 
case  of  partial  or  no  reimbursement  it  would  require  some 
sacrifice  to  pay  for  services  not  presently  provided  which 
are  attributable  strictly  to  construction  impact. 

A  possible  criticism  of  the  prepayment  of  taxes  may  be  that 
the  impact  of  large  scale  industrial  development  is  often 
diffused;  that  is,  many  different  counties,  cities  and 
school  districts  may  feel  some  portion  of  the  impact.   This 
should  not  present  insurmountable  problems,  however;  the 
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economic  impact  statement  and  the  consequent  analysis  and 
review  should  indicate  with  some  accuracy  where  the  major 
impact (s)  will  fall.   A  "strict"  prepayment  plan  might 
provide  prepaid  taxes  only  to  the  taxing  jurisdictions 
containing  the  plant  sites.   This  would  not  help  impacted 
areas  outside  taxing  jurisdictions  but  on  the  other  hand  it 
must  be  admitted  that  help  is  not  now  provided.   At  least 
the  main  construction  site  taxing  jurisdictions  would  thus 
be  helped. 

An  alternative  approach  would  provide  impact  monies  to  all 
local  governments  in  which  it  could  be  demonstrated  that 
significant  "impact"  would  be  experienced.   Those  local 
governments  that  do  not  contain  the  completed  plant  in  their 
tax  bases  would  simply  be  expected  to  pay  back  the  company 
out  of  general  revenues.   (Again,  if  temporary  impact  prepay- 
ment is  determined  not  to  require  the  company's  reimburse- 
ment, there  would  be  no  worry  about  paying  back  the  company.) 

Assuming  local  governments  have  been  prepaid  and  have  begun 
to  prepare  for  the  construction  influx,  the  next  step  in  the 
process  is  the  start  of  plant  construction.   This  phase 
would  last  for  some  period  of  time  and  would  culminate  with 
full  plant  operation.   Gradually,  temporary  government 
employees  would  be  released,  temporary  capital  items  such  as 
modular  school  buildings,  police  cars,  maintenance  equip- 
ment, trucks,  etc.,  would  be  sold  or  leased. 

7.    Timing  of  Reimbursement. 

Reimbursement  of  the  prepaid  taxes  (by  means  of  tax 
forgiveness)  would  presumably  begin  when  the  plant  is  fully 
operational  and  has  been  put  on  the  tax  rolls  as  an  addition 
to  the  tax  base.   This  amortization  might  be  phased  over 
several  years — and  since  the  proposed  ceiling  on  the  amount 
of  prepayment  is  one  year's  property  taxes  assuming  a  fully 
operation  plant  at  the  old  mill  levy,  amortization  might  not 
take  more  than  a  few  years.   Consideration  might  be  given  to 
lagging  the  start  of  amortization  until  a  few  years  after 
the  plant  has  become  operational,  since  the  community  might 
be  experiencing  growing  pains  and  amortization  might  reduce 
tax  revenue  to  the  local  governments. 

It  is  apparent  that  prepayment  as  presented  here  would  be  a 
complex  program.   If  successful,  it  would  provide  impact  aid 
to  local  governments  without  changing  the  basic  structure  of 
the  property  tax  system  as  it  now  exists.   There  are  many, 
many  questions  that  must  be  answered,  however,  before  a 
concrete  prepayment  plan  can  be  drafted.   Local  government 
finances,  impact  needs,  cost  of  local  services,  demand  for 
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services  and  various  alternatives  to  prepayment  should  be 
studied  with  some  care.   A  program  designed  to  reduce  inequi- 
ties of  the  present  property  tax  might  be  inconsistent  with 
prepayment  as  presented  here.   Perhaps  the  state  should  have 
more  control  over  local  finances;  perhaps  the  Property  Tax 
should  be  reevaluated  as  the  single  most  important  source  of 
revenue  for  local  governments.   These  issues  are  far  too 
complex  to  resolve  in  a  short  time  with  limited  resources. 

II.   Easing  Restrictions  on  Issuance  of  Bonds. 

The  problems  connected  with  industrialization  in  rural  areas 
can  be  resolved  into  two  categories:   those  occurring  in  a 
concentrated  plant  construction  phase;  and  those  occurring 
after  construction  during  the  operational  phase  of  the 
industry.   Tax  prepayment  is  perhaps  better  suited  to  the 
first  of  these  phases.   In  this  section  we  discuss  briefly 
the  ability  of  a  local  government  unit  to  raise  revenue  by 
issuing  bonds — the  method  which  seems  to  hold  more  promise 
as  a  method  of  financing  during  the  latter  phase. 

Tables  1  and  2  show  the  current  situation  as  to  the  purpose 
and  limitation  on  the  issuance  of  bonds  by  local  government 
units. 

TABLE  1 


Entity 
City 


Bonding  =  Limits  of  Indebtedness 

Authority  (R.C.M.  1947)   Limitation 

11-2303    5%  of  assessed  value  of  taxable 

property  as  ascertained  by  the  last 
tax  assessment.   For  sewerage  system 
or  water  supply  limit  is  raised  by  an 
additional  10%  of  the  assessed  value 
of  all  taxable  property  -  over  and 
above  the  5%  limit. 


County 


16-2010   Total  of  all  outstanding  bonds  and 
warrants  except  county  high  school 
bonds  and  emergency  bonds  not  to 
exceed  2^%  of  total  assessed  value 
of  the  county.   In  case  the  bonds 
are  for  acquisition  or  construction 
of  county  high  school,  the  limitation 
on  total  debt  is  5%  of  the  assessed 
value  of  the  taxable  property.  (Bonds 
for  rural  improvement  districts  are 
included) 


School 
District 


75-7104    5%  of  assessed  value  of  taxable  pro- 
perty 
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TABLE  2 

• 

Bond. 

Lng  =  Purpose 

Entity 

Authority 

(R.M.M.  1947)   Purpose 

City  (Special 

11-2201 

Acquisition  of  site  for  a  public 

Improve 

bldg,  or 

Districts) 

11-2202 

any  other  public  use;  constructing 
erecting 

11-2281 

or  acquiring  right  of  way  (for 
streets  or  other  purposes,  street 
improvements,  sewers  water  pipe- 
lines, water  supply  and  system,  etc. 

County 

16-2008 

Acquiring  land  for  sites;  construc- 
tion of  buildings  and  furnishing 
them;  funding  and  paying  outstand- 
ing county  warrants  against  gen'l 
fund,  road  fund,  bridge  fund,  poor 
fund;  redeeming  bonds. 

Rural 

16-1601 

District 

sewers,  sanitary  sewers,  (waterworks), 
water  systems,  sidewalks,  and  other 

• 

petitioned  for  improvements  in 

thickly  populated  areas  outside 

incorporated  towns. 

School  District 

75-7102 

H.S.  operated  by  an  elementary 
district  in 

75-7103 

a  county  not  divided  into  high 
school  districts  or  county  high 
schools  in  a  county  divided 
into  high  school  districts  are 
not  capable  of  bonding  (75-6501) 
Building,  altering,  etc.,  school, 
teacherage,  dormitory,  gymnasium 
Purchasing  sites 
securing  water  supply 
Buying  school  bus 

75-7134 

(County  H.s.  Bldg.  &  Site  acquisi- 
tion -  county  limitations  apply) 

• 
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In  spite  of  the  limitations  on  county  governments,  there 
appears  to  be  adequate  leeway  even  in  the  case  of  a  county 
where  financing  the  high  school  is  a  county  function.   Table 
3  gives  an  indication  of  value  for  this  limit  for  a  few 
southeastern  Montana  counties,  along  with  current  indebted- 
ness figures. 


TABLE  3 


County    1974  Assessed  Value 


Big  Horn 

Carter 

Custer 

Dawson 

Fallon 


$77,405,874 
25,346,977 
62,520,623 
63,034,777 
49,299,148 


Powder  River  55,607,292 
Rosebud       72,282,208 


Limit   (5%) 

$3,870,029 
1,267,348 
3,126,031 
3,151,739 
2,461,457 
2,780,365 
3,614,115 


Net  County 
Warrant  and  Bonded 

Indebtedness 
as  of  June  30,  1975 

$   312,496 

81,300 

309,897 

1,343,871 

641,298 

7,853 

488,843 


The  problems  associated  with  bonding  by  school  districts  and 
cities  and  towns,  however,  are  much  more  complicated.   Let  us 
consider  the  school  district  first. 


1.    Concentrated  Impact. 

At  the  very  least,  no  matter  what  the  site 
industrial  development,  it  will  be  within  the  co 
existing  school  district.  Even  if  the  impact  of 
is  not  sharply  defined  and  limited  to  the  region 
site  but  is  instead  spread  through  several  towns 
counties,  the  mechanism  of  the  shool  district  wi 
On  the  basis  of  an  analysis  of  the  economic  impa 
described  in  the  preceding  section,  it  may  be  po 
the  state  to  provide  fairly  accurate  information 
growth  in  school  population  for  school  districts 
be  substantially  affected.  The  school  district ( 
then  plan  any  permanent  addition  which  might  be 
finance  them  through  the  issuance  of  bonds. 


chosen  for 
nfines  of  an 

industriafion 

near  the 

and  neighboring 
11  be  available, 
ct  statement 
ssible  for 

as  to 

which  would 
s)  could 
required  and 


The  bonding  limitation  placed  on  s 
ably  too  restrictive  for  the  case 
force  for  a  projected  plant  is  to 
concentrated  in  an  area  where  exis 
minimal.   Since  the  bonding  limit 
of  property  in  the  district  at  the 
it  could  well  be  the  case  that  the 
pient  industrial  development  would 


chool  districts  is  prob- 
where  the  permanent  work 
be  relatively  large  and 
ting  school  facilities  are 
depends  on  assessed  value 
last  county  assessment, 
true  value  of  the  inci- 
not  be  included.   The 
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projected  full  value  of  the  improvement  should  be  included 
in  the  district  assessed  value.   This  could  be  done  by 
amending  R.C.M.  (947)  75-7104  to  include  a  provision  for 
automatically  incorporating  the  projected  plant  value  in  the 
assessed  value  of  the  district  in  which  it  lies  whenever  it 
has  been  determined  that  such  a  plant  will  generate  signifi- 
cant impact. 

2.  Dispersed  Impact. 

The  above  paragraphs  discuss  at  least  a  start  toward 
taking  care  of  the  case  where  the  industrial  development 
takes  place  in  a  school  district  where  the  greatest  school 
population  impact  will  be  felt.   In  a  sparsely  settled 
region  of  the  state,  however,  it  may  be  the  case  that  the 
population  growth  occurs  at  some  distance  from  the  indus- 
trial site  and  its  substantial  school  impact  occurs  in 
districts  which  do  not  enjoy  the  major  addition  to  the  tax 
base  represented  by  a  new  industrial  plant.   One  possible 
solution  in  such  cases  might  be  for  the  state  to  step  in  and 
redraw  school  district  lines  to  assure  more  equitable  distribu- 
tion of  taxable  property.   This  leaves  unresolved,  however, 
the  problem  of  what  could  be  done  in  case  the  industrial 
development  occurs  in  one  county  and  the  population  impact 
occurs  in  another  county  of  counties.   Worse  yet  would  be 
the  problems  incurred  if  a  plant  were  sited  just  outside 
Montana's  borders  and  the  work  force  settled  primarily 
within  this  state.   (An  example  of  this  appears  to  be 
developing  in  Daniels  County  as  a  result  of  a  plant  across 
the  Canadian  border.)   There  seems  to  be  no  way  of  reaching 
a  solution  to  the  latter  problem  along  the  lines  discussed 
herein. 

3.  Cities  and  Towns. 

We  have  relegated  the  discussion  of  bond  limitations  on 
cities  and  towns  to  the  last  because  it  presents  the  great- 
est difficulties.   Foremost  is  the  fact  that  there  is  likely 
to  be  no  incorporated  city  or  town  near  the  site  of  many 
potential  industrial  developments.   Indeed  it  is  possible  to 
envision  the  eventuality  that  incorporation  of  a  settlement 
housing  the  industrial  plant's  permanent  work  force  might 
never  occur  even  though  the  community  were  to  grow  quite 
large. 

One  possibility  might  be  to  force  incorporation,  although 
this  approach  is  highly  distasteful.   A  more  likely  approach 
the  powers  granted  cities  and  towns .insofar  as  declaring  and 
financing  special  improvement  districts.   This  would  at 
least  insure  a  sensible  development  of  water  supply  and  sew- 
age facilities  even  though  no  incorporation  existed.   This 
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could  be  done  fairly  simply  by  expanding  the  notion  of  a 
rural  improvement  district  to  encompass  densely  populated 
areas  which  are  not  adjacent  to  incorporated  towns.   If  this 
were  done,  the  county  bonding  limitations  might  then  have  to 
be  increased. 

The  current  limitation  of  10%  of  the  assessed  value  for 
cities  and  towns  issuing  bonds  for  the  purpose  of  acquiring 
a  water  supply  or  sewer  system  may  be  inadequate  under  the 
conditions  we  are  discussing.   In  any  event,  this  higher 
limitation  should  somehow  be  allowed  in  the  case  of  cities 
and  towns  where  population  impact  dictates  a  significant 
expansion  of  existing  facilities. 

There  has  been  no  effort  made  in  this  study  to  investigate  a 
system  whereby  the  state  might  dictate  siting  of  communities 
or  what  restrictions  ought  to  be  imposed  on  the  physical 
composition  and  layout  of  an  entirely  new  community  which 
springs  up  or  is  planned  in  response  to  the  location  of  an 
industrial  facility.   Obviously  there  are  many  questions  to 
be  considered  in  this  area.   The  answers  to  these  questions 
will  just  as  obviously  depend  upon  a  policy  decision  as  to 
how  deeply  the  state  wishes  to  enmesh  itself  in  "top-down" 
community  planning. 

III.   The  Creation  of  a  State  Managed  Fund. 

The  tax  prepayment  approach  to  prefinancing  of  local  govern- 
ment services  required  in  large-scale  industrial  impact 
areas  has  been  discussed  at  some  length.   Another  approach 
is  that  of  a  state  fund,  whereby  money  would  be  loaned  or 
granted  to  impacted  local  governments  out  of  a  state  indus- 
trial impact  trust  fund.   Many  of  the  same  policy  questions 
raised  in  regard  to  tax  prepayment  must  also  be  considered 
in  the  fund  approach. 

1.  The  Impact  Statement. 

Obviously,  an  economic  impact  statement  would  be  re- 
quired to  determine  what  communities  would  qualify  for  state 
impact  aid.   As  in  prepayment,  it  would  be  necessary  to 
decide  when  an  economic  impact  statement  was  needed,  what 
kind  of  information  should  be  provided,  what  the  penalty 
ought  to  be  for  failure  to  file,  how  filing  should  be  timed, 
and  who  should  write  it,  review  it,  analyze  it,  judge  it  as 
to  completeness  and  accuracy,  and  use  it  to  make  social  and 
economic  projections.   These  problems  have  already  been 
mentioned  in  regard  to  prepayment  and  will  not  be  treated 
further  here. 

2.  Local  Services  to  be  Financed. 

Also  as  with  Prepayment,  the  question  of  what  local 
services  should  be  financed  out  of  an  impact  fund  must  be 


-12- 


answered.   This  question  is  closely  related  v/ith  the  question 
how  the  fund  is  to  be.  supported.   In  light  of  some  of  the 
comments  regarding  prepayment,  it  may  be  that  only  aid  for 
temporary  construction  phase  impact  should  be  granted  out  of 
the  state  fund.   Aid  for  temporary  (state  owned)  school 
facilities,  teachers,  law  enforcement  personnel,  welfare 
workers,  public  health  workers,  road  maintenance  and  planning 
assistance  would  be  appropriate  here.   The  cost  of  temporary 
increases  in  government  services  might  be  relatively  small 
and  therefore  the  increased  tax  burden  to  support  an  impact 
fund  could  be  correspondingly  small.   There  is  some  evidence, 
however,  that  costs  have  tended  to  be  higher  in  communities 
forced  to  respond  rapidly  to  increases  in  services  provided 
by  the  public  sector.   It  is  more  likely  that  in  view  of  the 
problems  created  by  lack  of  planning  for  permanent  impact, 
some  aid  should  be  available  to  local  governments  for  capi- 
tal projects  before  full  scale  industrial  operation.   Sewer 
and  water  systems  could  be  improved,  streets  designed  and 
paved,  lighting  installed  and  schools  built  in  time  for  the 
need  that  increased  population  brings.   If  these  types  of 
capital  expenditures  could  be  partly  financed  out  of  a  state 
impact  fund,  the  tax  burden  to  support  that  fund  would  of 
course  have  to  be  higher. 

3.    Grant  or  Loan? 

Before  discussing  what  kind  of  tax  should  finance  an 
impact  fund,  consideration  would  have  to  be  given  to  what 
financial  obligations  the  use  of  the  fund  should  create  for 
local  government.   On  the  one  hand  it  is  true  that  a  substan- 
tial portion  of  the  temporary  costs  resulting  from  large 
scale  construction  activities  seems  to  fall  on  the  local 
permanent  population.   The  transient  population  seems  to 
avoid  most  of  the  taxes  used  to  abate  increased  health  and 
welfare  problems,  deterioration  of  streets  and  roads,  and 
overcrowded  schools  brought  about  by  its  presence.   It  is 
argued  that  the  local  residents  should  not  have  to  pay  these 
costs  and  thus  that  local  governments  should  not  have  to 
reimburse  the  state  (or  the  company  in  the  case  of  prepay- 
ment) for  temporary  impact  "front-end"  money.   In  this  case, 
naturally  the  tax  burden  on  contributors  to  the  fund  would 
rise  but  this  would  be  perceived  as  proper.   On  the  other 
hand,  it  can  be  argued  that  the  present  distribution  of  the 
burden,  on  balance,  in  equitable  and  should  not  be  altered. 
In  this  case,  local  governments  would  be  required  to  reim- 
burse all  front-end  money  including  money  used  to  finance 
construction  impact.   At  some  point  a  policy  decision  will 
be  needed  to  settle  the  issue. 
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If  state  impact  aid  is  to  be  made  available  for  capital 
expenditure  projects  then  the  argument  for  making  the  aid  a 
grant  and  not  an  intergovernmental  loan  becomes  less  persua- 
sive.  The  "benefit  principle"  of  taxation  states  that  tax 
burden  should  be  commensurate  with  benefits  derived  from 
government  services.   Most  local  government  services,  with 
the  possible  exception  of  education,  confer  benefits  on  local 
citizenry  with  only  minor  spill-over  benefits  to  outsiders. 
Under  the  benefit  principle  local  taxes  should  support  these 
services  with  no  support  from  people  not  deriving  any  benefit. 
Consistent  with  this  notion  impact  aid  for  the  provision  of 
local  government  capital  expansion  should  be  paid  back  out 
of  local  taxes.   A  state  impact  fund  which  loaned  long-term 
local  government  expansion  money  would  certainly  be  less 
costly  to  the  state  than  a  fund  which  simply  made  grants  of 
capital  expenditure  aid.   It  is  conceivable  that  taxes  used 
to  build  up  such  a  fund  could  be  abolished  after  a  certain 
point,  with  the  fund  then  becoming  self-sustaining.   Alter- 
natively, money  in  excess  of  a  certain  level  could  be  used 
for  other  legitimate  state  planning  and  economic  development 
functions  or  possibly  accumulated  in  anticipation  of  future 
effects  of  a  shutdown  of  the  plant  or  an  exhaustion  of  the 
resources  on  which  it  was  based. 

4.    Bonds  vs  Indebtedness  to  the  State. 

An  important  question  to  ask  at  this  point  is  how  is  it 
better  for  a  local  government  to  become  indebted  to  the 
state  for  capital  projects  than  to  become  indebted  to  bond 
holders  in  the  traditional  bond  issue  approach?   Several 
answers  might  be  given. 

a.  The  traditional  approach  of  holding  a  bond  issue 
referendum  is  too  slow  to  respond  to  the  immediate  invest- 
ment needs  caused  by  sudden  industrial  impact. 

b.  The  danger  of  a  bond  issue  failing  at  the  polls 
necessitates  another  source  of  investment  funds. 

c.  State  impact  funds  could  be  easier  to  obtain  since 
the  selling  of  bonds  is  by  no  means  guaranteed  and  depends 
on  the  existence  of  suitable  buyers  in  the  money  market. 

d.  The  fund  reimbursement  could  be  interest-free  or 
at  very  low  interest  rates  to  cover  administrative  costs.   A 
major  argument  in  opposition  to  this  would  be  that  unless 
use  of  state- loaned  money  is  put  to  a  vote  at  the  local 
level,  it  is  conceivable  that  the  will  of  the  local  cit- 
izenry who  not  infrequently  vote  down  bond  issues  could  be 
contravened  by  their  elected  officials.   This  is  an  impor- 


■14- 


tant  issue  that  would  have  to  be  decided.   Of  course,  if 
state-aid  money  for  capital  projects  is  to  be  in  the  form  of 
a  grant,  the  whole  argument  becomes  moot. 

5.    Administration  of  the  Fund. 

If  capital  grants  are  made,  the  question  arises  as  to 
what  procedure  will  be  used  to  allocate  state  money  among 
competing  governments  and  what  mechanism  will  present  local 
impacted  governments  from  getting  aid  for  "pork  barrel" 
capital  projects.   First  of  all,  it  should  be  recalled  that 
only  those  local  governments  experiencing  "significant 
impact"  could  qualify  for  aid  for  aid  of  this  type.   Pre- 
sumably, the  number  of  large  scale  industrial  developments 
taking  place  in  rural  areas  of  Montana  at  any  one  time  will 
remain  small.   In  cases  where  more  than  one  government 
applied  for  aid,  and  money  in  the  fund  was  insufficient  to 
satisfy  all  the  applicants,  a  formula  based  on  some  concept 
of  need  would  have  to  be  developed  to  apportion  the  avail- 
able money. 

A  logical  agency  to  administer  such  a  fund  might  be  the 
Department  of  Intergovernmental  Relations  whose  planning 
role  could  be  integrated  into  a  state  impact  aid  program. 
Since  the  state  would  control  the  fund  an  opportunity  would 
exist  for  the  state  through  IGR  to  insure  that  funds  would 
be  used  in  an  orderly,  planned  manner.   Grants  or  loans 
could  be  made  on  condition  that  local  governments  satisfy 
certain  planning  standards  determined  by  the  state.   Master 
plans,  zoning  standards,  subdivision  regulations  and  other 
aspects  of  the  planning  process  could  be  required.   The 
planning  role  of  the  state  could  be  strengthened  under  such 
a  program  regardless  of  whether  funds  are  made  available  for 
operating  of  capital  expenditures  or  whether  state  aid  takes 
the  form  of  a  grant  or  a  loan. 

6.    Financing  the  Impact  Fund. 

A  very  difficult  problem  concerns  the  decision  as  to 
who  will  pay  for  the  build-up  of  the  fund.   There  is  no  way 
to  anticipate  in  advance  which  firms  will  cause  significant 
impact,  and  twenty  years  from  now  the  whole  industrial  make- 
up of  the  state  could  be  vastly  changed.   So  it  would  seem 
impossible  to  tie  initial  tax  burdens  directly  to  those 
creating  development  pressures. 

a.    An  often  heard  argument  asserts  that  because 
Montana  has  a  resource  based  economy  the  depletable  resource 
industry  should  bear  the  burden  of  a  tax  of  this  type.   This 
argument  claims  that  all  or  most  developments  likely  to 
occur  in  Montana  will  be  based  on  natural  resources  and  that 
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resources  which  will  thus  be  lost  forever  should  pay  all 
development  impact  costs  covered  under  the  fund.   This 
argument  is  reasonable  only  if  the  assumption  that  all 
impact  will  be  caused  by  non-renewable  resources  is  correct. 
If  not,  there  will  be  a  significant  divergence  of  burdens 
and  benefits. 

b.  A  more  general  approach  to  fund  build-up  would  be 
to  increase  the  corporation  license  tax  slightly  on  the 
assumption  that  all  types  of  businesses  could  contribute  to 
the  cost  of  development  and  that  therefore  all  types  of 
business  should  share  proportionately  in  the  fund  financing. 
Except  for  the  fact  that  many  large  interstate  corporations 
pay  a  minimum  license  tax,  this  argument  might  be  valid. 
Realistically,  it  is  likely  that  many  corporations  would 
have  to  pay  for  development  costs  that  they  did  not  cause, 
and  for  benefits  they  would  not  receive. 

c.  Some  even  more  general  approach  such  as  increasing 
taxes  on  income,  property  etc.,  throughout  the  state  could 

be  used.   This  would  cause  considerable  divergence  of  burdens 
and  benefits,  of  course,  and  is  likely  to  be  highly  inequitable, 

d.  A  slight  increase  in  non-renewable  resource  taxa- 
tion might  be  as  good  an  approximation  as  could  be  expected 
in  equating  benefits  and  burdens.   A  tax  of  one  half  of  one 
percent  of  the  gross  value  of  production  (the  present  re- 
source indemnity  trust  fund  tax  rate)  would  raise  close  to 
$3  million  in  one  year.   One  study  of  cost  of  government 
services  in  Montana  indicates  that  an  influx  of  three  thou- 
sand people  in  an  area  would  require  an  increase  of  about  $1 
million  in  local  government  (county  and  city)  costs  annually 
to  maintain  the  1967  level  of  services  provided  by  Montana 
local  governments.   On  this  basis,  only  a  few  years'  of  a 
tax  of  h   percent  on  gross  value  of  non-renewable  resources 
would  apparently  generate  plenty  of  revenue  to  support  such 
a  fund. 

Based  on  the  indicated  figures  a  $5  million  minimum  amount 
of  money  in  the  fund  might  be  more  than  adequate  to  support 
an  impact  fund.   Indeed  with  a  successful  investment  port- 
folio the  fund  might  eventually  provide  enough  money  to 
support  such  things  as  "close  down"  of  boom  towns  gone  bust, 
and  assistance  to  workers  displaced  by  mine  depletion  (Butte 
in  50  years  perhaps)  or  other  permanent  industry  shutdowns. 
Manpower,  training  and  relocation  might  also  be  funded;  and 
many  other  possibilities  could  be  suggested. 
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Conclusions  and  Recommendations 

Although  the  above  discussion  indicates  three  possible 
avenues  toward  solution  of  the  problems  posed  by  House 
Resolution  73,  it  also  indicates  clearly  that  a  signifi- 
cantly large  number  of  questions  remain  unanswered.   It 
seems  evident  that  the  problems  warrant  considerably  more 
study  than  could  be  put  on  them  by  the  two  departments  of 
government  without  funding  and  in  addition  to  their  regular 
responsibilities.   It  is  our  recommendation  that  the  legisla- 
ture seriously  consider  asking  for  and  funding  something 
like  an  18-month  to  2-year  study  addressing  the  same  prob- 
lems set  forth  in  House  Resolution  73,  and  resulting  in  the 
suggested  or  recommended  legislation  asked  for  by  the  House 
of  Representatives  in  its  last  session. 
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